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INTRODUCTION 

The  Montana  Ambassadors  is  a  privately  funded,  non-partisan  organization 
of  approximately  180  business  executives  who  have  joined  hands  with  the 
State  of  Montana  to  promote  long-term,  responsible,  economic  growth. 
The  group  was  formed  in  partnership  with  the  Montana  Department  of 
Commerce  in  January  1 984.  It  includes  representatives  of  businesses 
with  one  to  3,350  employees  and  payrolls  of  from  $10,500  to  $340  million. 
Most  of  the  businesses  represented  are  small  firms.  The  Ambassadors 
have  executed  and  financed  a  number  of  economic  and  community  projects, 
some  of  which  are  identifed  in  this  report. 

This  is  not  a  compendium  of  programs  and  accomplishments.  Rather,  it  is 
a  frank  and  realistic  assessment  of  Montana's  economic  problems  and 
opportunities  from  the  viewpoint  of  its  business  community.  It  was 
produced  because  the  Ambassadors  have  become  increasingly  concerned 
about  the  status  of  Montana's  business  climate.  At  their  1988  annual 
meeting,  they  directed  the  Ambassador  leadership  to  deliver  their 
concerns  to  Montana's  political  leaders. 

The  Montana  Ambassadors  believe  that  major  changes  are  needed  to 
improve  our  state's  business  climate.  These  changes  must  come  from  both 
the  public  and  private  sectors.  They  include  tax  reform,  changes  in  the 
state's  workers'  compensation  system,  tort  reform,  economic  and 
infrastructure  development.  We  regard  local  government,  public  and  higher 
education  as  critical  components  of  a  healthy  and  attractive  business 
climate.  All  three  are  in  crisis,  and  require  restructuring  and  support. 

This  report  contains  a  Report  Card  from  our  membership.  We  have  all  read 
about  INC.  MAGAZINE  rating  Montana  48th  out  of  50  states  in  its  latest 
report  card,  and  Grant  Thornton's  rating  of  Montana  as  20th  out  of  21 
states  in  its  western  regional  report  card.  So  with  the  help  of  the 
University  of  Montana  Bureau  of  Business  and  Economic  Research,  we  have 
surveyed  our  members  on  key  issues  and  produced  our  own  report  card.  In 
many  cases,  it  confirms  what  some  of  those  outside  critics  have  told  us: 
While  Montana  has  some  very  attractive  assets,  it  also  has  some  very 
major  obstacles  to  growth. 

Above  all,  this  report  is  a  call  to  action.  Montana  needs  leadership  on 
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some  historically  divisive  issues,  and  it  needs  a  broad-based  partnership 
in  support  of  reform.  It  is  the  opinion  of  the  Ambassadors  that  the  1 987 
Legislature  did  not  provide  the  leadership  necessary  to  end  the  stalemate 
over  these  issues.  The  lowest  score  on  our  report  card,  just  slightly 
behind  Montana's  tax  system,  was  awarded  in  response  to  the  item  entitled 
"1 987  Legislature  on  solving  the  State's  problems."   Nearly  three-fourths 
(71%)  of  our  membership  gave  the  '87  session  a  "D"  or  an  "P.  The 
legislature  does  not  carry  the  entire  burden  of  inaction.  Numerous  special 
interest  groups,  including  business,  have  stalemated  the  process  by 
sacrificing  Montana's  economic  health  and  well-being  to  enhance  their  own 
parochial  views. 

A  broad  coalition,  representing  all  sectors,  must  now  work  together  to 
provide  the  kind  of  leadership  that  can  deal  effectively  with  these  core 
issues: 

Tax  Reform 

Workers'  Compensation 

Funding  for  Public  Education  (K-1 2) 

Funding  for  Higher  Education 

Tort  Reform 

State,  Local  and  Private  Economic  Development  Efforts 

Availability  of  Development  Capital 

Regulatory  Climate 

Local  Government  and  Infrastructure  Development 


The  recommendations  of  the  Montana  Ambassadors  on  these  issues  are 
based  on  our  membership  survey  and  our  study  of  business  conditions  in 
Montana. 


REPORT  CARD  OF  THE  MONTANA  AMBASSADORS  ON 
MONTANA'S  BUSINESS  CLIMATE 


Like  the  sales  force  for  a  business  product  line,  the  Montana  Ambassadors 
decided  in  early  1988  to  review  their  "product,"  that  is,  Montana  as  a  place 
to  do  business.  Using  a  report  card  format,  the  UM  Bureau  of  Business  and 
Economic  Research  conducted  a  formal  survey  of  the  membership  on  a 
number  of  key  issues  that  affect  Montana's  economy  and  business  climate. 
Of  the  organization's  approximately  180  members,  126  responded.  This 
high-level  response  rate  is  an  indication  of  the  Ambassadors'  interest  in 
their  state's  economy  and  concern  for  its  future. 

The  survey  included  key  issues  that  affect  business  climate,  including 
government  programs  and  policies,  education,  workforce,  taxation, 
business  regulation  and  quality  of  life.  It  gave  the  respondents  an 
opportunity  to  rank  a  number  of  issues  facing  the  1989  Legislature  in 
terms  of  their  importance  to  the  business  community.  It  then  asked  the 
Ambassadors  whatthey  would  do  to  improve  Montana's  economy  and 
business  climate.  Finally,  it  allowed  the  Ambassadors  to  evaluate  their 
own  program.  The  survey  results  were  released  in  September  1 988  to  the 
entire  membership.  The  full  report  is  available  on  request. 


AMBASSADORS'  ASSESSMENT  OF  FACTORS  AFFECTING 
MONTANA'S  BUSINESS  CLIMATE 


Recreational  opportunities  50% 

Worker  productivity  1  6% 

Quality  of  public  education  K-12  12% 

Quality  of  higher  education  6% 

Quality  of  vocational- 
technical  education  4% 

Cultural  opportunities  3% 

Local  economic  development  efforts  7% 

Department  of  Commerce 

economic  development  efforts  1  % 

Availability  of  debt  capital  0% 

Executive  branch  of  state 

government  0% 

Regulatory  climate 

-administration  of  regulations  0% 

1987  Legislature  on  business 

issues  0  % 

Availability  of  venture  capital  1  % 

Regulatory  climate 

-regulations  0% 

Montana  Supreme  Court's  attitude 

toward  business  0% 

Public  Service  Commission's 

attitude  toward  business  1  % 


Grade  Equivalent 

B 

C 

D 

F 

Average 

Grade 

44% 

6% 

0% 

1% 

3.4 

B-i- 

52% 

30% 

2% 

0% 

2.8 

B 

49% 

33% 

5% 

1% 

2.7 

B- 

48% 

44% 

2% 

1% 

2.6 

B- 

33% 

56% 

3% 

1% 

2.4 

C+ 

20% 

63% 

13% 

1% 

2.1 

C 

22% 

46% 

19% 

6% 

2.1 

C 

10% 

59% 

2  8% 

2% 

1.8 

C 

13% 

4  8% 

2  8% 

12% 

1.6 

C- 

10% 

44% 

32% 

14% 

1.5 

D  + 

3% 

43% 

33% 

21% 

1.3 

D 

2% 

41% 

35% 

21% 

1.2 

D 

6% 

22% 

48% 

24% 

1.1 

D 

1% 

33% 

42% 

23% 

1.1 

D 

2% 

37% 

28% 

33% 

1.1 

D 

1% 

33% 

24% 

40% 

1.0 

D 

Montana's  system  of  state  and  local 

taxes  1%        0%      18%      40%      39%  0.8  D 

1987  Legislature  on  solving  the 

state's  problems  1"%        i%      17%     35%     46%  0.8  D 

Notes:  Percentages  may  not  add  to  100  because  of  rounding.  Average  grade  is  a  weighted  avera$ 
based  on  a  standard  4.0  grade  scale;  No  Response  is  not  included  in  the  calculation. 


RELATIVE  IMPORTANCE  OF  SELECTED  ISSUES  FACING 
THE  1989  MONTANA  LEGISLATURE 


(Listed  in  order  of  importance) 

Low 

Importance 
Moderate 

High 

Response 

Average* 
Importance 

i 

Taxation  and  tax  reform,  including 
consideration  of  property  tax 
relief  and  a  sales  tax 

1% 

12% 

87% 

0% 

3.8 

Worl<ers'  Compensation  rates 

0% 

25% 

73% 

2% 

3.7 

Economic  development 

0% 

35% 

64% 

1% 

3.6 

Deficit  in  the  Workers' 

Compensation  program 

.  0% 

35% 

64% 

2% 

3.6 

Liability    limits 

2% 

41% 

56% 

0% 

3.4 

The  state  budget  (or  possible 
budget  deficit) 

1% 

60% 

38% 

1% 

3.2 

Funding  for  higher  education 

2% 

60% 

39% 

0% 

3.2 

Funding  for  the  public  schools, 
grades  k-12 

1% 

71% 

28% 

1% 

3.1 

Use  of  coal  tax  tnjst  funds  for 

economic  devetopment 

6% 

67% 

25% 

2% 

2.9 

Welfare  reform 

6% 

67% 

28% 

2% 

2.9 

Highway  funding 

4% 

89% 

7% 

0% 

2.6 

Notes:  Percentages  may  not  add  to  100  because  of  rounding.  Items  were  ranked  on  a 
scale  of  1  (Least  important)  to  4  (Most  important);  Low  reflects  ratings  of  1, 
Moderate  reflects  ratings  of  2  and  3,  and  High  reflects  ratings  of  4, 

*  Weighted  average  based  on  the  rankings  from  1  to  4;  No  Response  is  not  included 
in  the  calculation. 


The  survey  also  examined  the  membership  on  the  choices  they  would  make 
and  the  alternatives  they  would  choose  to  improve  Montana's  economy  and 
business  climate.  The  results  appear  below,  in  narrative  format,  from  the 
survey's  executive  summary: 

If  Montana  is  to  have  a  sales  tax,  the  majority  of 
Ambassadors  would  prefer  to  have  the  receipts 
earmarked  for  property  tax  relief  and  for  funding 
higher  education  and/or  the  public  schools.  The 
majority  (52  percent  to  68  percent)  opposed  a  sales 
tax  earmarked  to  reduce  individual  income  taxes. 

The  vast  majority,  76  percent  or  more,  also  opposed 
an  increase  in  individual  income  taxes  for  any  of  the 
purposes  suggested:  property  tax  relief,  funding 
education,  balancing  the  state  budget,  or 
supplementing  the  general  fund. 

Reduced  spending  was  not  a  popular  option  either, 
except  with  respect  to  welfare.  An  overwhelming 
majority,  80  percent,  favored  reduced  expenditures 
for  welfare  and  related  social  services.  Fifty-three 
percent  of  the  Ambassadors  favored  an 
across-the-board  cut  for  all  programs,  but  almost  as 
many  (46  percent)  opposed  such  a  move.  They 
overwhelmingly  rejected  cuts  in  spending  for 
education:  about  eight  Ambassadors  in  ten  were 
opposed. 

In  fact,  a  majority  of  the  Ambassadors  wanted  to 
spend  more  on  education,  especially  higher  education, 
even  though   increased   spending  was   not  a  popular 
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option  generally.  Roughly  six  Ambassadors  in  ten 
favored  increased  expenditures  for  higher  education. 
Just  over  half  (53  percent)  favored  increased 
spending  for  the  public  schools,  while  four  in  ten 
were  opposed.  Similarly,  52  percent  favored 
increased  spending  for  business-related  programs, 
while  43  percent  were  opposed. 

When  questioned  about  the  deficit  in  the  Workers' 
Compensation  program,  the  Ambassadors 
overwhemingly  preferred  to  retire  the  deficit  and 
turn  the  program  over  to  the  private  sector. 
Eighty-two  percent  favored  this  option.  About  57 
percent  favored  a  fee  paid  by  employees  as  a  means  of 
reducing  the  deficit.  To  varying  degrees,  though,  the 
other  options  met  with  opposition:  using  the  coal  tax 
fund  or  the  general  fund  to  reduce  the  deficit  (52 
percent  and  55  percent  opposed,  respectively),  using 
those  two  funds  to  retire  the  deficit  (63  percent  and 
68  percent  respectively),  and  increasing  the 
employers'  rates  (83  percent  opposed). 

The  Ambassadors  were  generally  opposed  to  most  of 
the  proposed  uses  of  the  coal  tax  trust  funds,  except 
for  economic  development  and  infrastructure. 
Eighty-four  percent  of  the  Ambassadors  favored  using 
a  portion  for  economic  development.  Almost  half  (49 
percent)  favored  using  a  portion  for  public  works  and 
infrastructure,  but  about  as  many  (45  percent)  were 
opposed. 


Here  is  how  the  Ambassadors  rated  some  of  their  own  programs: 

.,.->■ 

AMBASSADORS'  ASSESSMENT  OF  MONTANA  AMBASSADOR  PROGRAMS 


Grade  Equivalent 


No        Average 


B 


F         Response     Grade 


Made-in-Montana  marketing 
program 

Loaned  Executive  program 

Major  recruitment  efforts, 
such  as  US  West,  Super 
Collider,  etc 

Certified  Communities  program 

Protocol  functions  (hosting 
dignitaries  and  business 
prospects) 

Catch  and  Release  Fly  Fishing 
Tour 

Business  recruitment  activity 
in  general 


12%  43%  38%  5%  0%  2%  B- 

8%  30%  49%  8%  1%  4%  C+ 

13%  27%  41%  9%  7%  2%  C 

8%  22%  57%  8%  1%  4%  C 

8%  19%  56%  13%  0%  3%  C 

7%  25%  41%  13%  10%  3%  C 

2%  13%  57%  21%  5%  3%  C 


Notes:  Percentages  may  not  add  to  100  because  of  rounding.  Average  grade  is  a  weighted  average 
based  on  a  standard  4.0  grade  scale;  No  Response  is  not  included  in  the  calculation. 

Here's  how  the  Ambassadors  would  improve  their  own  organization: 

•  Help  state  government,  both  the  governor  and  the  legislature,  to 
understand  the  business  perspective; 

•  Keep  state  government  informed  of  the  business  viewpoint  on 
relevant  issues; 

•  Work  toward  a  more  equitable  tax  structure; 

•  Work  with  government  to  improve  the  state's  business  climate. 
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THE  FUNDAMENTAL  PROBLEM 

You're  .  .  .  running  a  Civil  War  here.  You're 
spending  your  time  conquering  each  other, 
rather  than  conquering  the  world  .  .  .  And 
the  world  is  taking  advantage  of  you  or, 
worse  still,  passing  you  by.  Dr.  David  Birch, 
leading  authority  on  employment,  business  growth 
and  economic  change,  speaking  at  a  conference  in 
Butte,  "Montana:  An  Economy  in  Transition,"  July 
22,   1986. 

While  Montana  faces  major  economic  challenges,  perhaps  the  greatest  is 
the  political  morass  of  unresolved  problems  that  are  draining  our 
fundamental  economic  vitality  and  our  ability  to  respond  to  the  realities 
of  national  and  international  economic  forces. 

Numerous  reports  have  documented  Montana's  economic  strengths  and 
weaknesses  and  identified  alternatives  for  strengthening  Montana's 
economic  performance.  This  report  is  not  simply  another  economic 
analysis  or  list  of  options! 

With  this  report,  the  Montana  Ambassadors  announce  their  commitment  to 
ending  the  civil  war  in  Montana  by  forging  a  new  partnership  dedicated  to 
resolving  the  crucial  issues  facing  our  state.  As  representatives  of  the 
business  community,  the  Ambassadors  feel  that  Montana  has  been 
paralyzed  by  political  stalemate.  Rather  than  solving  our  problems,  we  are 
allowing  them  to  pile  up: 

•  At  least  12,000  basic  sector  jobs  have  been  lost  since 
1980; 

•  Over  28,000  residents  (equal  to  the  population  of 
Helena)  have  left  Montana  since  1980; 

•  Montana  ranks  47th  in  the  number  of  significant 
business  start-ups  in  the  past  four  years  and  50th  in  the 
number  of  young  companies  that  grew 
significantly  during  that  time; 

•  Montana  per  capita  income  has  fallen  relative  to  the 
national  average; 


•  Average  annual  labor  income  per  worker  has  fallen; 

•  The  declining  equality  of  K-12  educational  funding 

has  required  judicial  intervention; 

•  Voter  intolerance  of  property  taxes  has  boiled  over  into 
initiatives  to  limit  further  increases; 

•  Excessive  administrative  costs  plague  local 
governments,  school  districts  and  the  university  system; 

•  Legislative  and  citizen  efforts  to  limit  tort  liability  and 
solve  the  insurance  crisis  have  been  blocked  by 
Supreme  Court  decisions; 

•  Efforts  to  use  coal  tax  trust  funds  for  economic 
development  bonds  have  been  blocl<ed  by  the  Supreme 
Court; 

•  Spending  freezes  threaten  the  quality  of  our  educational 
institutions; 

•  An  outdated,  unbalanced  sysem  of  taxation  penalizes 
production  and  investment; 

•  Excessive  workers'  compensation  benefits  have  created  a 
deficit-ridden  state  insurance  system; 

•  Montana  lacks  revenue  to  rebuild  a  decaying  public  works 
system. 


While  some  progress  has  been  made  In  responding  to  new  economic 
realities,  too  often,  political  conflict  has  limited  our  ability  to  respond  in 
a  timely  and  effective  manner.  In  other  instances,  such  as  tort  reform  and 
the  seed  capital  bonding  program,  the  Supreme  Court  has  ruled  against 
reform  efforts.  The  greatest  progress  has  been  made  in  implementing 
Build  Montana  programs  to  provide  financial,  marketing,  international 
trade  and  other  assistance  to  Montana  businesses,  but  even  these  programs 
are  handicapped  by  low  appropriations  and  inadequate  staff  to  respond  to 
requests  for  services.  Some  progress  has  been  made  in  reforming  the 
unitary  tax  in  order  to  promote  international  trade,  reducing  the  coal 
severance  tax  and  creating  a  bed  tax  to  fund  tourism  marketing,  but  other 
taxation  issues  remain  unresolved. 
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PARTNERSHIP  FOR  PROGRESS 

This  report  sets  forth  the  recommendations  of  the  Montana  Ambassadors 
for  ending  the  Montana  Civil  War.  We  hope  to  bring  a  reasonable  voice  to 
the  unyielding  debate  over  economic  and  business  climate  issues.  Our 
approach  recognizes  the  necessity  of  balancing  the  need  for  new  revenue 
sources  with  a  commitment  to  reduce  property  taxes,  equalize  school 
funding  and  increase  the  efficiency  of  local  governments,  the  university 
system  and  public  education.  Our  approach  addresses  the  immediate 
problems  of  workers'  compensation  and  tort  liability  as  well  as  the 
long-term  strategies  necessary  to  revitalize  Montana's  economy. 

We  ask  concerned  Montanans  to  join  our  Partnership  for  Progress. 
Together  we  can  support  a  legislative  package  that  will  improve  our 
quality  of  life  while  improving  equality  of  opportunity.  This  and  future 
generations  will  prosper  in  this  beautiful  land  only  if  we  restore  our 
fundamental  economic  vitality  and  our  ability  to  respond  to  the  realities 
of  national  and  international  economic  forces. 


ECONOMIC'  CONDITIONS 

We  need  to  be  realistic  and  fair  about  our  state's  economy.  The  world  and 
national  economies  are  undergoing  a  major  restructuring,  so  it's  not 
surprising  that  the  Montana  economy  is  changing,  too.  Knowing  we  are  not 
alone,  however,  doesn't  make  the  transition  less  painful. 

How  much  of  it  is  beyond  our  control?  Investors  place  more  value  on 
financial  assets  than  on  our  hard  assets  like  gold,  silver,  timber  and  oil. 
Trade  deficits  and  and  currency  fluctuations  impact  our  trade  and  tourism. 
Changes  in  the  American  diet  mean  less  demand  for  red  meat  and  Montana 
beef.  The  drought  and  low  farm  prices  are  bringing  our  Number  One 
industry  to  its  knees. 

The  restructuring  of  American  industry,  although  essential,  has 
negatively  impacted  Montana.  Clearly,  in  order  to  compete  in  the  new 
world  economy,  American  business  must  be  more  efficient.  But  what 


11 


about  Montana?  So  far  this  approach  has  meant  less  employment  in  the 
telephone  and  railroad  industries,  greatly  reduced  air  service  and  the 
restructuring  of  the  copper  and  aluminum  industries. 

Montana  has  had  some  successes  in  the  transition  economy.  Existing  firms 
have  been  reorganized  and  streamlined.  New  markets  and  technologies 
have  been  identified  and  developed.  Our  workforce  and  quality  of  life  have 
attracted  a  number  of  new,  technology-based  companies.  Several  mining 
companies  have  opened  modern,  efficient  mining  operations  throughout  the 
state.  Montana  enjoys  a  growing  financial  services  industry  and  many 
traditional  businesses  that  are  just  plain  well  managed. 

The  transition  will  move  fon^/ard  in  Montana  but  at  a  slower  pace  than  in 
many  other  faster-growing  parts  of  the  nation.  State  policies  will 
influence  the  course  of  this  transition,  but  national  and  international 
factors  will  continue  to  be  the  dominant  influence. 

So  what  do  we  do?  Let" s  not  wring  our  hands  and  point  fingers.  Let's  not 
blame  state  policy  for  national  and  international  factors  beyond  our 
control.  Lefs  identify  problems  that  can  be  resolved  through  changes  in 
public  policy  and  private  Initiative,  and  move  ahead. 

Five  years  ago,  business,  government,  labor  and  the  university  system 
developed  a  partnership  called  "Build  Montana."  It  featured  innovative 
programs  in  development  finance,  highway  and  infrastructure  funding,  the 
"Made  in  Montana"  marketing  effort  and  increased  support  for  tourism 
promotion.     These  programs  have  made  real  progress  and  have  already 
developed  substantial  track  records. 

Yes,  we  have  made  progress  in  spite  of  a  grinding  recession  and  the 
state's  general  failure  to  participate  in  the  national  recovery.  These  new 
programs  have  not  only  helped  small  entrepreneurial  ventures;  they  have 
given  a  substantial  boost  to  the  tourism  industry,  developed  a  visible 
presence  in  the  Pacific  Rim,  and  played  a  critical  role  in  the  reopening  of 
the  Butte  copper  mines  and  the  Columbia  Falls  Aluminum  Co.,  both  of  which 
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have  already  shared  cxjnsiderable  success  with  their  employees  through 
impressive  profit-sharing  programs. 

We  must  nurture  and  expand  this  emerging  partnership.    We  must  use  the 
success  of  this  new  partnership  as  the  basis  of  a  new  effort  to  address 
some  chronic  political  problems.  Responsible  leadership  from  business, 
government,  labor  and  education  must  explore  new  options  and 
compromises  instead  of  exposing  old  wounds.  We  must  end  the  civil  war. 
Let's  move  beyond  the  battles  of  the  late  '60s  and  '70s,  and  unite  in  a  new 
Partnership  for  Progress  that  can  lay  the  groundwork  for  a  prosperous 
Montana. 
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TAX  REFORM  AND  ECONOMIC  DEVELOPMENT 

Tax  structure  is  one  of  the  fundamental  issues  in  determining  a  state's 
business  climate.  A  fair,  moderate  tax  system  is  important  to  business 
because  it  funds  essential  public  services.  An  unfair,  disproportional 
sytem  not  only  penalizes  existing  businesses  but  also  sends  a  signal  to 
potential  businesses  to  steer  clear.  It  is  important  that  Montana's  tax 
structure  be  competitive  with  other  westem  states. 

Developing  a  reasonable,  balanced  tax  system  that  taxes  individuals  and 
businesses  fairly  is  a  far  more  important  objective  than  creating  more 
loopholes  and  tax  breaks  to  get  around  Montana's  current  unbalanced 
system. 

Montana's  system  of  state  and  local  taxes  was  rated  "D"  or  "P  by  79%  of 
the  Ambassadors'  membership.  The  enactment  of  a  sales  tax,  with 
proceeds  eannarked  for  property  tax  relief,  public  schools  (K-12),  higher 
education  and  local  government  was  supported  by  62%  of  the  membership. 
An  even  higher  proportion  --  87%  -  said  that  tax  reform,  including  the 
consideration  of  a  sales  tax,  should  be  considered  by  the  1989  Legislature 
This  issue  was  given  the  highest  legislative  priority  by  the  Ambassadors. 
The  survey  further  reveals  opposition  to  increased  income  tax  rates  for 
any  reason. 

In  addition  to  their  concern  over  Montana's  system  of  state  and  local 
taxes,  the  Ambassadors  are  concerned  with  the  adequate  funding  of  key 
government  services.  They  support  increased  spending  for  education, 
especially  higher  education,  even  though  increased  spending  was  not  a 
popular  option  generally.    Roughly  six  Ambassadors  in  1 0  (59%)  favored 
increased  expenditures  for  higher  education  and  37%  were  opposed.  Just 
over  half  (53%)  favored  increased  spending  for  public  schools  (K-12), 
while  four  in  ten  were  opposed.    By  a  small  margin.  Ambassadors  were 
also  in  favor  of  increased  expenditures  for  business-related  programs. 


The  Problem 

As  recently  as  the  early  1980s,  the  Montana  system  of  taxes,  although  out 
of  balance,  still  produced  sufficient  revenue  to  fund  state  and  local 
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services.  As  we  approach  the  next  decade,  however,  the  system  no  longer 
produces  sufficient  revenue  to  fund  basic  services.  Shortfalls  in  state 
revenue,  especially  natural  resource  revenue,  have  resulted  in  reduced 
services,  a  pay  freeze  and  a  further  shift  of  educational  funding  to  the 
property  tax.  Montana's  growing  over-reliance  on  property  taxes 
aggravated  a  property  tax  revolt  with  near  passage  in  1986  of  a  property 
tax  abolition  initiative  (1-27)  and  passage  of  1-105,  which  mandated  a 
property  tax  freeze  if  the  legislature  failed  to  reform  the  tax  system.  The 
1987  Legislature  neglected  1-1  OS's  mandate  to  lower  property  taxes  and 
provide  schools  and  local  government  with  altemative  revenue  sources. 
The  resulting  property  tax  freeze  is  in  effect  because  of  legislative 
inaction.  Finally,  the  funding  crisis  has  been  magnified  by  the  Loble 
decision  on  equitable  funding  of  public  education. 

Few  would  deny  that  Montana's  tax  system  is  out  of  balance.  In  1985,  the 
Advisory  Commission  on  Intergovernmental  Relations,  a  bipartisan  federal 
agency,  rated  our  state's  tax  system  nearly  last  ~  46th.  The  commission 
went  on  to  rate  Montana  43rd  in  business  climate  and  47th  in  terms  of  tax 
balance.  A  balanced  tax  system,  according  to  the  commission,  should  rely 
on  three  roughly  equal  sources  of  revenue:  20%-30%  property  tax; 
20%-30%  income  tax  and  20%-30%  sales  tax.  In  contrast,  Montana's  1987 
formula  looked  like  this:  48%  property  tax;  20%  income  tax  and  0%  sales 
tax.  Selective  sales  taxes  accounted  for  13%;  severance  taxes,  12%,  and 
license  taxes,  5%. 

Another  well  respected  non-partisan  organization,  The  Corporation  for 
Enterprise  Development,  gave  Montana  an  "F"  in  the  category  of  "Creating  a 
Stable  and  Equitable  Tax  and  Fiscal  Environment"  in  its  1988 
"Development  Report  Card  for  the  States." 

A  comprehensive  review  of  Montana's  taxation  system  is  beyond  the  scope 
of  this  report  and  is  not  necessary  because  excellent  material  is  available 
from  many  state  and  national  sources.  We  have  cited  two  simply  to 
illustrate  the  imbalance  in  Montana's  tax  system. 

Higher  income  taxes  are  not  the  solution.  The  income  tax  is  already 
becoming  an  alarmingly  competitive  problem  compared  with  other  states. 
Montana's  stated  top  marginal  personal  income  tax  is  now  the  second 
highest  in  the  nation,  according  to  a  1988  taxation  study  by  MSU 
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professors  Bruce  Beattie  and  Douglas  Young,  which  also  points  out  that 
"with  our  surcharge,  we  have  the  dubious  distinction  of  being  number  one." 

The  irony  of  this  situation  is  the  significant  lack  of  high  income  earners  in 
Montana.  According  to  a  1984-86  Department  of  Revenue  report: 

Of  the  404,1 1 5  income  tax  returns  for  1 986: 

--  397  residents  had  taxable  income  of  $100,000  or  more  (their 
combined  taxes  were  $8.4  million,  approximately  $21 ,000 
each); 
-  1 ,952  residents  had  taxable  income  of  $50,000  or  more  (their 
combined  taxes  were  $1 7.7  million,  approximately  $9,000 
each). 

Clearly,  Montana  is  not  a  very  effective  place  to  "soak  the  rich"  because  of 
the  scarcity  of  high  income  earners. 


The  Solution 

There  is  only  one  solution  to  this  problem  and  it  is  obvious.  Montana  needs 
to  join  the  other  45  states  that  have  balanced  their  revenue  systems  with 
the  enactment  of  a  sales  tax.  We,  therefore,  recommend  the  enactment  of 
a  general  sales  tax  which,  like  those  in  most  states,  would  exempt 
groceries,  pharmaceuticals  and  services.    Although  a  number  of  proposals 
will  be  debated,  we  think  the  following  approach  offers  some  promise  and, 
perhaps,  a  compromise.  It  is,  at  least,  a  beginning  point  for  discussion. 

A  4%  sales  tax  would  generate  around  $200  million  with: 

--  2%  ($100  million)  designated  for  property  tax  relief,  with  an 
emphasis  on  personal  property  tax; 

-  Up  to  1  %  ($50  million)  for  K-1 2,  specifically  for  funding 

equalization  (defacto  property  tax  relief); 
-- 1/2  of  1%  ($25  million)  for  higher  education,  targeted  for  faculty 
salaries,  accreditation  and  teaching  enhancements,  not  new 
administrative  overhead  (defacto  income  tax  relief); 

-  1  /2  of  1  %  ($25  million)  for  local  government  block  grants 

with  50%  earmari<ed  for  mill  levy  reduction  which  wouW 
reduce  pressure  for  increased  property  taxes. 
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--  Any  increase  in  the  rate  would  require  a  vote  of  the  people. 

We  believe  legislative  adoption  of  new  incentives  for  administrative  and 
service  consolidation  of  public  education  and  local  government  is  as 
fundamentally  important  as  financial  reform.  Our  support  for  allocating  a 
portion  of  the  sales  tax  to  higher  education  is  contingent  upon  a 
management  study  of  the  higher  education  system. 

As  Montanans  we  face  a  serious  issue:  Can  a  small  state  of  approximately 
809,000  population  (about  the  same  size  as  a  small  American  city) 
continue  to  support  56  counties,  127  cities,  19  judicial  districts,  545 
school  districts  and  six  universities  even  if  we  adopt  a  more  balanced  and 
productive  revenue  system?  We  think  the  answer  is  no.  We  also 
appreciate  the  political  difficulties  of  consolidating  services  or 
administration.  However,  we  recommend  that  serious  efforts  to  reduce 
administrative  duplication  and  consolidate  services  must  be  given  as  much 
emphasis  as  efforts  to  increase  funding  levels. 

Direct  Property  Tax  Relief  -  Of  the  $200  million  raised  by  the  sales 
tax,  our  plan  allocates  $162,500,000,  or  81%,  to  direct  property  tax  relief. 
Since  each  mill  of  property  tax  is  worth  approximately  $2.3  million 
statewide,  our  proposal  would  reduce  existing  property  taxes  by  an 
average  of  70  mills.  The  specific  property  tax  relief  is  summarized  below: 

$100,000,000  --  revision  of  property  tax  classification 

system  with  emphasis  on  reduced 
personal,  residential  and  commercial 
property  taxes; 

$50,000,000  --  finance  equalization  of  K-1 2  public 

education  in  lieu  of  statewide  property  tax 
mill  levies; 

$1 2,500,000  --  city,  town  and  county  property  tax 

reductions. 

$162,500,000 

Property  Tax  Reform  -  The  2%  or  $100  million  allocation  for  property 
tax  relief  is  considerably  lower  than  many  proponents  of  complete 
replacement  advocate,  but  it  is  a  realistic  approach  with  Montana's 
current  funding  crisis.  It  could  offer  substantial  relief,  particularly  in  the 
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personal  property  tax  area.  The  1989  Legislature  should  revise  the 
property  tax  classification  system,  with  particular  emphasis  on  personal 
property  taxes,  residential  and  commercial  property.  In  addition,  the 
classification  system  should  be  reduced  from  its  current  20  classes  to 
four  or  five  classes.    A  prime  example  of  an  excessive  tax  in  Montana  is 
within  class  8  of  the  classification  system,  where  mining  and 
manufacturing  machinery,  agricultural  implements  and  the  like  are  taxed 
at  1 1  percent  of  market  value,  while  buildings  and  land  are  taxed  at  3.8^ 
percent.  The  resulting  tax  is  4  to  6  times  higher  than  in  competing  states. 

Public  Education  -  The  1%  or  $50  million  allocation  for  K-12  public 
education  could  become  part  of  the  solution  to  the  Loble  decision  and  the 
current  school  funding  problem.   The  School  Foundation  Program  is  already 
looking  at  an  $80-$100  million  shortfall  next  biennium  because  of  the 
1987  Legislature's  raid  on  the  Education  Trust  Fund  and  the  sunset  of  the 
income  tax  surcharge.  The  current  property  tax  system  cannot  fund  this 
deficit. 

Higher  Education  -  Through  a  combination  of  political  indecision  and 
neglect,  the  university  system  has  lost  its  competitive  edge  over  the  past 
few  years.  An  allocation  of  1/2  of  1%  or  $25  million  in  sales  tax  revenue 
to  the  system  would  be  a  modest  improvement  over  the  status  quo 
(approximately  a  9%  increase  in  the  total  university  system  budget).  More 
than  half  of  the  Ambassadors'  membership  (59%)  supported  increased 
funding  for  higher  education.  We  are  alarmed  by  a  faculty  turnover  rate  of 
1 2%  compared  with  a  national  rate  of  4%.  Faculty  salaries  are  ranked  near 
the  bottom  nationally.  As  in  K-12,  we  cannot  expect  high  quality  teaching 
if  we  cannot  pay  competitive  salaries. 

Local  Government  -  Finally,  1-105  called  for  the  legislature  to  develop 
alternative  revenue  sources  for  local  government.  The  legislature  ignored 
that  mandate  and,  as  stipulated  in  the  initiative,  local  property  taxes  have 
been  frozen.  Local  government  in  Montana  is  almost  entirely  dependent  on 
property  taxes.  Allocation  of  1/2  of  1%  or  $25  million  in  sales  tax 
revenue  to  local  governments,  with  half  earmarked  for  property  tax  relief, 
would  be  a  modest  shift  away  from  the  property  tax.    The  funding  would 
be  approximately  7%  above  the  current  level  of  property  taxes  for  cities 
and  towns,  and  would  reduce  city  and  town  property  taxes  another  7%. 
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K-12  EDUCATION  AND  ECONOMIC  DEVELOPMENT 

Montana's  skilled  work  force  gets  consistent  high  marks  in  studies  of  our 
economic  development  potential.  According  to  the  1 988  Report  Card  of 
The  Corporation  for  Enterprise  Development,  Montana  has  the 
best-educated  work  force  in  the  United  States:  a  very  high  school 
graduation  rate,  a  very  low  adult  illiteracy  rate,  and  a  remarkably  high 
level  of  college  graduates.  We  are  #1  in  the  nation!  The  high  level  of 
education  is  reflected  in  the  high  productivity  of  Montana  workers.  On  this 
business  climate  factor,  we  also  rate  #1  nationally! 

Montanans  have  consistently  invested  in  quality  public  education.  Clearly, 
our  investment  has  paid  off.     Today  we  are  at  a  crossroads  in  financing 
education  in  Montana.  The  next  few  years  will  determine  whether  we 
maintain  our  commitment  to  quality  education  or  whether  political 
stalemate  will  precipitate  a  decline  in  the  quality  of  education  available 
to  Montanans. 

The  Ambassadors  recognize  the  quality  of  this  asset  and  gave  "Quality  of 
Public  Education  K-12"  a  grade  of  "B".  They  also  expressed  a  willingness 
to  adequately  finance  public  education.  Sixty-two  percent  of  the 
Ambassadors  favored  a  sales  tax  with  revenue  earmarked  for  property  tax 
relief  and  education.  Seventy-nine  percent  opposed  reduced  funding  for 
public  education. 

Because  of  education's  heavy  reliance  on  the  property  tax,  the  source,  level 
and  equity  of  educational  funding  are  critical  components  of  the  tax 
reform  issue.  However,  the  Ambassadors  feel  the  problems  of  K-12  public 
education  will  not  be  solved  simply  by  changing  the  funding  sources  for 
education.  The  additional  issues  of  over-administration,  declining 
enrollments  and  quality  must  also  be  addressed.    New  economic  conditions 
have  required  consolidation  and  reorganization  within  the  business 
community;  we  can  ask  no  less  of  the  educational  community. 

A  comprehensive  review  of  the  issues  facing  education  is  beyond  the  scope 
of  this  report  and  many  excellent  studies  are  available  that  address  the 
complex  issues  of  quality,  administration,  consolidation,  curriculum 
reform,  student  and  faculty  testing,  funding  equity  and  capital 
construction.  The  Ambassadors  intend  merely  to  establish  some  principles 
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they  feel  should  be  applied  to  these  issues. 

Excellence 

We  can  settle  for  nothing  less  than  excellence  in  our 
educational  system.  To  do  so  would  sacrifice  one  of  the  strongest 
economic  advantages  that  has  been  given  us  by  previous 
generations. 

Equality  of  Educational  Opportunity 

We  support  equality  of  educational  opportunity  as  provided  for  in 
the  Montana  Constitution  (Article  X,  Section  1 ): 

It  is  the  goal  of  the  people  to  establish  a  system 
of  education  which  will  develop  the  full 
educational  potential  of  each  person.  Equality  of 
educational  opportunity  is  guaranteed  to  each 
person  of  the  state. 

Equitable  Taxation  to  Fund  Education 

Public  support  for  excellence  and  equality  of  educational 
opportunity  cannot  be  preserved  unless  the  tax  system  for 
financing  education  Is  balanced,  fair  and  equitable. 

Administrative  Efficiency 

Public  support  of  educational  taxes  cannot  be  preserved  unless 
excessive  administrative  costs  are  eliminated.  Such  excessive 
administration  is  not  only  a  financial  burden  but  may  result  in 
reduced  educational  opportunities  for  students. 

Accountability 

Public  support  of  the  educational  system  depends  on  meaningful 
comparisons  of  faculty  and  student  performance  as  well  as 
meaningful  comparisons  of  educational  expenditures  with  other 
comparable  systems. 


20 


Equitable  Funding  for  Quality  Public  Education 

On  January  13, 1988,  Judge  Henry  Loble  of  the  First  Judicial  District 
issued  his  opinion  holding  that  Montana's  current  public  school  financing 
system  violates  the  state's  constitution.  He  held  that  the  system  denies 
students  both  equal  protection  of  the  laws  and  equality  of  educational 
opportunity.    In  analyzing  the  current  system,  the  court  found  the 
maximum  general  fund  budget,  consisting  of  the  Foundation  Program  and 
the  permissive  levies,  to  be  equitable.  However,  when  it  considered  the 
voted  levy,  capital  improvements,  teacher's  retirement,  transportation  and 
special  education,  it  held  that  the  system  does  not  provide  equality  of 
educational  opportunity.  The  reasons  are  the  disparate  property  wealth  of 
the  various  districts  per  pupil  and  the  willingness  of  the  districts'  voters 
to  approve  additional  property  taxes. 

In  1950,  the  Foundation  Program  provided  81 .2%  of  the  statewide  total 
general  fund  budgets  for  education.  Now  it  provides  58%  of  the  statewide 
elementary  general  fund  budgets  and  54%  of  the  secondary  general  fund 
budgets.  Because  the  percentage  of  financial  support  from  the  Foundation 
Program  has  declined,  there  is  once  again  excessive  reliance  on  local 
property  wealth  for  educational  funding.  Additionally,  the  court  found  that 
the  voted  levy  was  necessary  to  fund  essential  educational  programs  and 
services:  "The  demands  for  quality  education  exceed  the  amount  of  money 
provided  by  the  Foundation  Program." 

The  decision  does  not  take  effect  until  October  1 ,  1989,  "in  order  to 
provide  the  Legislature  with  the  opportunity  to  search  for  and  present  an 
equitable  system  of  school  financing. . . ."    The  decision  has  been  appealed 
to  the  Montana  Supreme  Court  and  it  is  not  known  when  the  Supreme  Court 
will  rule.    In  any  event,  the  issue  of  equitable  funding  of  education  will  be 
a  major  issue  in  the  1989  Legislature. 

A  Public  School  Finance  Advisory  Council  appointed  by  Governor  Schwinden 
has  issued  a  report  that  recommends  that  the  Foundation  Program  equalize 
funding  at  the  average  expenditure  per  student  by  size  of  school. 
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Foundation  payments  would  provide  85%  of  the  allowable  expenditures  for 
every  district.  Districts  could  increase  their  spending  above  the 
Foundation  payment  through  the  use  of  voted  levies,  cash  reappropriated, 
PL-874  funds  or  other  local  sources  of  revenue.  An  expenditure  cap  would 
be  statutorily  set  at  1 1 7%  of  the  School  Foundation  payment.  (1 00% 
divided  by  85%  equals  1 17.65%.) 

In  addition,  the  mandatory  45  mill  levy,  the  permissive  10  mill  levy,  all 
local  permissive  levies,  including  those  for  insurance,  retirement  and 
transportation,  would  be  repealed  and  replaced  with  a  140  mill  statewide 
levy.  According  to  the  advisory  council,  the  statewide  levy  would  raise 
approximately  $31 6,507,000  in  property  taxes  to  replace  approximately 
the  same  amount  of  property  taxes  currently  collected.  However,  the 
burden  of  who  pays  the  property  taxes  would  be  significantly  shifted. 

The  Ambassadors  take  no  position  on  the  council's  recommendations  or 
others  regarding  the  appropriate  response  to  the  Loble  decision,  but  we  do 
recommend  that  the  legislature  shift  a  significant  portion  of  educational 
finance  to  a  sales  tax  as  recommended  in  this  report.    We  recommend  that 
one  cent  of  a  four-cent  sales  tax  ($50  million)  be  allocated  to  the 
Foundation  Program.  Applied  to  the  advisory  council's  proposal,  sales  tax 
revenue  could  reduce  the  statewide  mill  levy  approximately  22  mills. 

The  K-1 2  education  system  in  Montana  is  at  a  crossroads.  Some  are 
calling  It  a  crisis.    In  addition  to  the  funding  problems  created  by  the 
Loble  decision,  the  legislature  must  deal  with  the  consequences  of  1-105 
(the  property  tax  freeze)  and  the  1987  session's  decision  to  use  $71 
million  of  the  Education  Trust  Fund  for  the  Foundation  Program.    This  one- 
time fix  is  not  possible  again  and  the  interest  on  the  remaining  trust  fund 
will  provide  only  $500,000  instead  of  the  customary  $7  million  in  income. 
Furthermore,  the  10%  income  tax  surcharge  will  sunset  unless  renewed. 

The  school  funding  debate  is  extremely  complex  and  well  beyond  the  scope 
of  this  report.  It  will  dominate  the  next  legislature  along  with  its  sister 
issue  ~  tax  reform.  The  question  facing  the  legislature  and  all  Montanans 
is  fundamental.  Will  we  face  the  issues  directly  and  enact  a 
comprehensive  educational  and  tax  reform  package  or  will  another 
skirmish  be  fought  in  the  Montana  Civil  War  with  no  winners,  only  losers? 

The  choices  are  clear:  (1 )  We  fail  to  act  and  threaten  the  quality  of  our 
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public  education  system;  (2)  we  further  unbalance  our  taxation  and 
revenue  system,  off-loading  the  costs  onto  higher  property  taxes  and 
income  taxes,  or  (3)  we  enact  real  reform. 

The  Ambassadors  strongly  endorse  real  tax  and  educational  reform,  and  we 
intend  to  forge  a  new  Partnership  for  Progress  to  achieve  this  goal. 


Creating  Excellence,  Administrative  Efficiency  and 
Accountability 

Montana's  commitment  to  educational  excellence  is  reflected  in  the  above- 
average  tax  burden  we  have  levied  on  ourselves  to  support  education  and 
the  above-average  results  we  have  enjoyed.  However,  there  is  a  serious 
question  as  to  whether  we  are  making  the  best  use  of  these  resources.  We 
do  not  question  the  quality  of  our  educational  community,  but  we  do 
question  the  cost  of  administering  the  current  system. 

With  a  population  of  about  809,000  (the  size  of  a  small  American  city), 
Montana  has  545  school  districts  -  one  district  for  every  275  students, 
or  10%  of  the  nation's  total  number  of  school  districts.  While  some  exist 
only  for  taxing  purposes,  the  existence  of  so  many  school  districts  is 
clearly  an  excessive  administrative  burden  on  Montana  taxpayers. 

While  school  enrollments  have  decreased  22%  (191 ,958  Average  Number 
Belonging  in  1973  to  150,260  ANB  in  1987-88),  expenditures  have 
increased  358%,  or  35%  if  adjusted  for  inflation  (in  current  dollars,  from 
$174.2  million  total  expenditures  in  1973  to  $623.5  million  in  1988).  At 
the  same  time,  paying  an  average  teacher  salary  of  $23,798,  Montana  ranks 
38th  in  the  nation  for  average  teacher  salaries,  according  to  the  National 
Education  Association  (NEA). 

In  contrast,  the  1986-87  general  fund  budget  per  ANB,  excluding  special 
education,  was  $2,983.  Montana's  actual  dollar  per  student  level  is 
relatively  high  compared  to  all  states.  NEA  data  for  1985-86  ranked 
Montana  1 6th  and  6%  above  the  national  average. 

We  believe  that  Montana  should  do  better  than  rating  only  38th  in  teacher 
salaries,  but  16th  in  expenditure  per  student.  Clearly,  Montana  is  wasting 
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resources  in  excessive  administrative  costs. 

Under  current  Montana  law,  many  communities  have  separate  elementary 
and  high  school  districts  with  separate  school  boards,  mill  levies, 
budgets  and  administrations.  The  Ambassadors  recommend  that  high 
school  districts  and  the  elementary  districts  that  send  graduates  to  those 
high  schools  be  given  financial  incentives  by  the  legislature  to  consolidate 
and  streamline  their  administration.  Under  consolidation,  a  district  could 
have  one  school  board  and  one  budget.  Each  board  would  be  responsible  for 
K-1 2  education  in  that  district. 

We  are  impressed  with  recent  efforts  like  the  consolidation  of  Simms, 
Fort  Shaw  and  Sun  River,  where  students  are  sent  to  one  town  for  K-3, 
another  for  4-6,  and  a  third  for  7-8.  All  students  go  to  the  same  high 
school.  There  have  been  at  least  a  dozen  other  consolidations  in  the  past 
1 0  years,  but  progress  is  too  slow. 

The  Ambassadors  endorse  the  efforts  of  the  Board  of  Public  Education  to 
review  and  improve  accreditation  and  graduation  standards  and  of  the 
Board  of  Regents  to  review  admission  standards.  We  believe  both  of  these 
efforts  can  result  in  better  targeting  of  educational  expenditures  and 
better  preparation  of  Montana  students. 

Finally,  the  Ambassadors  endorse  the  recommendation  of  the  Governor's 
Council  on  Economic  Development  to  publish  annual  report  cards  on  the 
performance  of  public  schools.  The  report  cards  would  compare  student 
scores  on  national  tests  with  other  districts  in  Montana  and  nationally. 
The  publication  of  this  and  other  comparative  data  is  intended  to 
encourage  public  monitoring  of  the  quality  of  education  they  are  financing. 
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HIGHER  EDUCATION  AND  ECONOMIC  DEVELOPMENT 


Adequate  Funding 

Fifty-nine  percent  of  the  Ambassadors  surveyed  support  increased  funding 
for  higher  education.    Sixty-two  percent  support  the  partial  allocation  of 
a  sales  tax  for  higher  education.  Based  on  these  positions,  the 
Ambassadors  recommend  allocation  of  1/2  of  1%  of  a  4%  sales  tax,  or  $25 
million,  to  the  university  system  and  community  colleges.     We 
recommend  that  the  $25  million  sales  tax  allocation  supplement  current 
funding  levels  and  be  earmarked  for  faculty  salaries,  libraries  and 
research,  including  the  funding  of  centers  of  excellence. 

Before  any  new  sales  tax  funds  are  committed  to  the  university  system, 
however,  we  believe  the  system  should  undergo  a  complete  programmatic, 
organizational  and  management  study.  Among  the  issues  that  need  to  be 
addressed  by  the  study  are:  the  role  and  number  of  units;  the  role  and 
membership  requirements  of  the  Board  of  Regents;  the  feasibility  of  more 
mergers  like  the  one  involving  Western  Montana  College  and  the  University 
of  Montana;  consideration  of  two-year  versus  four-year  programs,  and  the 
role  of  vocational-technical  centers  in  Montana's  higher  education  system. 

Montana  ranks  43rd  nationally  in  terms  otdollars  spent  per  student 
annually;  Wyoming  ranks  fourth.  Currently,  the  state  funds  education  at 
$3,400/FTE  annually  compared  with  the  $8,000  provided  by  the  State  of 
Wyoming  to  its  university  system.  State  support  of  campuses  comparable 
to  DM  and  MSU  is  $37  to  $40  million  higher  than  Montana's  support  of  its 
two  universities.  The  combined  budget  for  our  six  university  units 
(27,000  students)  is  less  than  that  of  the  University  of  Wyoming  or  Utah 
State  University,  each  of  which  has  only  10,000  students. 

Higher  Education  in  Montana  is  adequate  but  not  excellent.  The 
Ambassadors  support  educational  excellence.  A  quality  higher  education 
system  is  critical  to  economic  development  in  Montana.  The  university 
system  provides  business  assistance,  research  and  development,  new 
products,  new  ideas  and,  most  important,  a  well  educated  corps  of 
graduates  who  assume  positions  of  trust  and  responsibility  throughout  the 
state.  Every  study  on  economic  development  strategies  for  Montana  has 
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stressed  the  importance  of  excellence  in  higher  education  and  high  quality 
research  and  development  programs. 
Administrative  Refonn 

Administrative  reform  as  well  as  clarification  of  direction  of  Montana's 
postsecondary  education  system  is  as  important  as  increased  funding.  We 
are  concemed  with  excessive  administration,  fragmentation  and  the  need 
for  efficient  operations.  We  k)elieve  that  management  of  the  university 
system,  vocational  technical  centers  and  community  colleges  would 
benefit  from  critical,  professional  review. 

The  Ambassadors  recommend  funding  for  a  comprehensive  outside 
management  and  academic  evaluation  of  our  system  of  postsecondary   • 
education.  Questions  of  quality,  accreditation,  duplication,  govemance, 
telecommunications,  funding  priorities  and  excessive  administrative 
staffing  should  be  addressed.  The  evaluation  of  the  system  should  be 
conducted  by  non-Montana-university-system  educators,  business  leaders 
and  regional  or  national  authorities  on  higher  education,  academic  and 
management  trends.  It  should  be  closely  coordinated  with  the  review  of 
the  role  and  scope  of  individual  university  system  units  that  has  been 
undertaken  by  the  Board  of  Regents.  The  Ambassadors  are  prepared  to 
support  the  implementation  of  the  recommendations  of  such  a  review. 


Brain  Drain 

Current  increases  in  higher  education  enrollments  in  this  blennium  may  be 
short-lived.  Recent  data  from  the  Western  Interstate  Commission  on 
Higher  Education  indicates  the  number  of  high  school  graduates  will  begin 
falling  off  in  1 989-90.  The  trend  holds  true  throughout  the  nation. 
In  Montana  we  would  not  expect  to  see  our  high  school  graduation  numbers 
increase  significantly  until  1993.  The  competition  for  students  will  be 
stiff  and  we  can  expect  to  see  out-of-state  schools  with  large  recruiting 
budgets  working  harder  than  ever  to  attract  Montana  students  to  colleges 
and  universities  in  other  parts  of  the  country.  These  recruiting  efforts  are 
aided  by  the  perception  that  Montana  does  not  adequately  support  its 
university  system. 

The  so-called  student  "brain  drain"  is  real.  Recent  American  College  Test 
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(ACT)  results  from  our  most  able  high  school  students  indicate  that  an 
increasing  number  of  Montanans  are  expressing  an  interest  in  attending 
out-of-state  schools.  This  is  borne  out  by  the  growing  number  of  students 
who  opt  to  take  the  Scholastic  Aptitude  Test  (SAT)  during  their  senior 
year.  The  SAT  is  useful  only  to  students  who  are  considering  attending 
school  out-of-state. 

A  faculty  brain  drain  is  also  evident.  The  average  national  faculty 
turnover  rate  is  4%.  In  Montana  the  rate  is  1 2.2%   The  level  of  faculty 
salaries  is  a  serious  problem.  While  we  have  been  freezing  faculty 
salaries,  other  institutions  in  our  region  have  continued  to  grant 
increases.  As  a  result,  our  faculty  ranks  are  ripe  for  a  raid,  just  as  weak 
companies  are  vulnerable  to  corporate  raiders.  It  is  not  uncommon  for 
Montana  university  system  units  to  lose  faculty  to  out-of-state  offers 
that  are  $5,000,  $10,000  or  even  $20,000  higher  than  Montana  facullty 
salaries.  A  recent  survey  by  the  University  of  Nevada  at  Reno  indicates 
that  MSU  faculty  salaries  rank  50th  out  of  50  land-grant  universities  in 
the  nation.  Often,  faculty  members  leave  with  their  high  quality  research 
grants  as  well  as  the  best  and  brightest  students  who  have  worked  with 
them.  These  represent  real  losses  to  our  economic  and  educational  base. 
Montanans  have  lived  for  years  with  the  knowledge  that  their  natural 
resources  are  subject  to  export  for  the  gain  of  outside  interests.  The 
legacy  of  current  funding  levels  for  higher  education  may  lead  to  the 
exportation  of  our  intellectual  resources  as  well. 


Library  Crisis 

University  libraries  on  fixed  or  declining  budgets  have  no  alternative  but 
to  cancel  subscriptions,  curtail  hours  and  cut  book  budgets.  Since 
libraries  are  at  the  very  core  of  the  higher  education  experience,  these 
cutbacks  must  be  viewed  as  seriously  compromising  quality. 

Currently,  libraries  in  the  university  system  are  funded  through  an 
enrollment-driven  formula  despite  the  fact  that  enrollments  are  not  a 
reasonable  determinant  for  most  library  needs.  Regardless  of  whether 
there  are  50  or  100  students  enrolled  in  an  English  class,  certain  basic 
books  and  periodicals  are  required. 
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In  an  effort  to  keep  up,  libraries  are  switching  to  computerized  card 
catalogs,  using  inter-library  loans  more  frequently  and  coordinating 
purchases  so  that  particularly  expensive  collections  can  be  shared 
throughout  the  system.  Libraries  have  been  among  the  most  innovative  in 
stretching  dollars.  Even  so,  our  libaries  have  fallen  well  behind  peer 
institutions. 

The  Ambassadors  endorse  and  encourage  current  efforts  to  share  library 
resources  between  units  and  recommend  that  such  efforts  be  continued  and 
expanded.  At  the  same  time,  however,  the  Ambassadors  recommend  a 
portion  of  the  sales  tax  proceeds  allocated  to  higher  education  be  used  to 
strengthen  library  resources. 


Rnancial  Management 

The  1987  Legislature  authorized  a  study  of  the  "adequacy  of  the  curent 
method  for  funding  the  university  system."  The  study  has  been  conducted 
by  an  eight-member  legislative  committee  and  coordinated  by  the 
Legislative  Fiscal  Analyst  in  conjunction  with  the  Commissioner  of  Higher 
Education  and  the  Governor's  Office  of  Budget  and  Program  Planning. 

The  Ambassadors  will  support  changes  in  the  current  funding  system  that 
grant  the  commissioner,  Board  of  Regents  and  university  presidents 
greater  flexibility  in  managing  appropriations  to  the  university  system. 
As  executives  of  private  corporations,  we  know  and  understand  the 
necessity  and  advantage  of  giving  program  managers  discretion  to  manage 
the  resources  that  have  been  allocated  to  them.  No  private  sector 
executive  would  tolerate  the  constraints  placed  on  university  executives, 
nor  could  private  enterprises  survive.    There  are  no  incentives  for 
creative  management  in  the  current  system. 

Since  each  unit  knows  that  funds  left  in  any  category  at  the  end  of  the 
year  will  be  treated  as  a  basis  for  a  budget  reduction  by  the  legislature  in 
the  following  year,  there  is  no  incentive  to  save  funds  and  wasteful 
purchasing  is  encouraged  to  reach  zero  in  each  account.  Granting 
university  administrators  greater  flexibility  in  managing  appropriations 
would  result  in  greater  efficiency  and  the  legislature  could  monitor  the 
expenditure  of  funds  through  the  audit  and  appropriation  processes. 
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The  university  system  should  evaluate  the  potential  advantages  and 
disadvantages  of  contracting  facility  maintenance  to  the  private  sector. 

The  Ambassadors  support  1 00  percent  retention  of  research  grant  indirect 
costs  (IDC's)  by  the  sponsoring  university  unit.  IDC's  are  reimbursements 
for  costs  incurred  when  administering  grants  awarded  to  a  faculty 
member.  They  cover  indirect  costs  to  the  university  of  conducting  the 
research  (heats,  light,  library  services,  etc.). 

In  the  past,  the  legislature  has  insisted  that  university  units  turn  over  all 
reimbursements  to  the  state.  These  funds  were  then  reallocated 
to  the  campuses  in  lieu  of  state  general  fund  appropriations.  The  net 
effect  was  to  destroy  incentive.  In  other  states,  IDC  reimbursements  are 
used  to  encourage  researchers  to  open  new  areas  of  inquiry. 

In  1983,  the  university  system,  with  support  from  the  Build  Montana 
Program,  was  successful  in  pursuading  the  legislature  to  allow  the  units 
to  retain  15  percent  of  IDCs.  During  the  1987  session,  the  figure  was 
raised  to  50  percent. 

Like  all  incentives,  the  record  shows  that  the  return  of  IDCs  has  been 
directly  linked  to  more  successful  grant  applications,  thus  bringing  more 
new  money  into  Montana  for  research  and  development.  At  MSU,  grant  and 
contract  operations  have  grown  from  $9  million  in  1983  to  $15  million  in 
1986.  The  university  administration  attributes  the  growth  to  the  return 
of  IDCs  to  the  campus. 


Collaborative  Research  and  Applied  Research  Centers  of 
Excellence 

The  Ambassadors  endorse  the  recommendation  of  the  Economic  Transition 
Task  Force  regarding  the  encouragement  of  collaborative  research.  Their 
report  stated: 

(The  University  System  should)  establish  a 
uniform  policy  that  would  encourage  all  units  of 
the  state's  university  system  to  conduct  research 
and  collaborations  with  Montana-based  businesses. 
Incentives    should    be    provided    for    both    the 
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university  and  the  business.  Model  research 
agreements  should  be  adopted  that  reflect  such 
issues  as  the  protection  of  proprietary 
information  and  reasonable  return  for  both  parties. 


The  Ambassadors  support  the  program  of  establishing  centers  of 
excellence  that  was  recommended  by  the  Economic  Transition  Task  Force 
and  has  been  pursued  by  the  Alliance  for  Science  and  Technology.  We 
believe  the  centers  should  emphasize  the  pursuit  of  new  markets,  new 
applications  for  traditional  products  and  new  value-added  products  for 
Montana's  traditional  resources  as  well  as  the  application  of  new 
technologies. 

We  support  funding  for  the  centers  of  excellence  through  the  use  of  a 
portion  of  the  sales  tax  allocated  to  the  university  system,  an 
appropriation  of  interest  from  the  Coal  Tax  Trust  Fund  or  directly  from  the 
tnjst  fund. 
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LOCAL  GOVERNMENT  AND  ECONOMIC  DEVELOPMENT 

As  Montanans  we  face  a  serious  issue:  Can  a  small  state  of  809,000 
population  (about  the  same  size  as  a  small  American  city)  continue  to 
support  all  of  the  administrative  offices  necessary  to  operate  56  counties, 
127  cities  and  towns  and  thousands  of  special  districts?  We  think  the 
obvious  answer  is  no.  We  appreciate  the  political  difficulties  of 
consolidating  services  or  administration.  However,  we  recommend  that 
serious  efforts  to  reduce  administrative  duplication  and  consolidate 
services  be  given  as  much  emphasis  as  efforts  to  increase  funding  levels. 

We  are  convinced  that  scarce  tax  dollars  are  being  drained  away  from 
direct  services  by  the  excessive  administrative  costs  inherent  in  the 
proliferation  of  local  government  entities.  Recent  years  have  seen  the 
reorganization  and  streamlining  of  large  and  small  businesses  to  reduce 
their  costs  and  become  more  efficient.  We  must  demand  the  same  of  the 
public  sector.  To  achieve  this  efficiency,  we  recommend  that  the 
legislature  consider  granting  local  governments  greater  discretion  in 
solving  local  problems. 

Initiative  105,  adopted  by  the  voters  in  1986,  called  for  the  legislature  to 
develop  alternative  revenue  sources  for  local  government.  The  legislature 
ignored  that  mandate  and,  as  stipulated  in  the  initiative,  local  property 
taxes  have  been  frozen.  Local  governments  in  Montana  are  almost  entirely 
dependent  on  property  taxes.  The  level  of  state  aid  to  local  government  is 
among  the  lowest  in  the  nation  and  with  a  couple  of  limited  exceptions, 
local  governments  are  not  allowed  to  levy  optional  taxes.  Allocation  of 
1/2  of  1%  or  $25  million  in  sales  tax  revenue  to  local  governments,  with 
half  earmarked  for  property  tax  reduction,  would  begin  a  modest  shift 
away  from  the  property  tax. 

We  also  support  adoption  of  financial  incentives  for  administrative  and 
service  consolidation  of  local  governments. 

The  Ambassadors  support  adequate  funding  for  local  government  services 
because  healthy  communities  enhance  the  quality  of  life  of  our  citizens 
and  they  support  economic  vitality  by  providing  quality  infrastructure  and 
services  which  are  of  great  importance  to  business. 
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STATE,  LOCAL  and  UNIVERSITY 
ECONOMIC  DEVELOPMENT  EFFORTS 

The  Montana  Ambassadors  reaffirm  their  support  of  the  Build  Montana 
programs  of  the  Department  of  Commerce,  community-based  economic 
development  programs  and  the  efforts  of  the  university  system  to  support 
economic  development. 

While  we  firmly  believe  in  free  market  principles  and  the  in-eplaceable 
role  of  the  the  individual  entrepreneur,  we  also  believe  that  the  public 
sector  can  play  an  important  supportive  role  in  economic  development 

While  we  support  existing  efforts,  we  also  feel  strongly  that  a  better  job 
could  be  done.  The  Ambassadors  Report  Card  gave  both  the  Department  of 
Commerce  and  local  development  efforts  a  grade  of  "C".    From  the 
business  viewpoint,  there  is  room  for  improvement 

We  recommend  an  inter-cabinet  economic  development  team  to 
be  chaired  by  the  director  of  the  Commerce  Department. 

Coordination  among  departments  on  specific  economic  development 
opportunities  would  be  strengthened  by  a  standing  cabinet  committee  on 
economic  development  The  cabinet  committee  should  identify  specific 
economic  opportunities  that  it  will  support.    Each  department  should  have 
a  specific  person  assigned  the  responsibility  of  facilitating  economic 
development  efforts  within  the  department. 

We  also  recommend  that  the  director  of  the  Department  of  Commerce  use 
the  Ambassadors'  Executive  Committee  in  an  advisory  capacity  for  review 
of  department  initiatives  and  programs. 

The  Department  of  Commerce  should  build  and  retain  a  core  of 
well  trained  and  experienced  economic  development 
professionals.  High  staff  turnover  in  recent  years  has  weakened  the 
state's  efforts.  The  Ambassadors  will  continue  and  expand  their  loaned 
executive  program  as  one  method  of  increasing  the  effectiveness  of  the 
department. 

We  believe  that  greater  priority  should  be  given  by  the  Department  to  the 
following  three  areas.  We  believe  that  these  areas  represent  the  greatest 
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opportunities  for  new  growth  in  Montana. 

•  Natural  Resource  and  Energy  Development  and  Value 
Added  Manufacturing 

•  Tourism  Destination  Facilities  and  Infrastructure 
Development 

•  Distance-Independent  "Entrepreneurial"  Companies, 
i.e.  companies  for  whom  transportation  costs  are 
not  a  significant  factor 

We  recommend  that  the  Ambassadors  and  department  co-sponsor  task 
forces  to  examine  each  area  in  detail.  Problems  and  opportunities  related 
to  market,  transportation,  regulation  and  investment  should  be  identified 
for  each  sector.  Task  force  plans  should  address: 

•  Relationship  of  the  industry  to  the  rest  of  Montana's 
economy; 

•  Projected  levels  of  sustainable  development; 

•  Existing  and  potential  markets; 

•  Sustainable  resource  supplies,  both  physical  and 
administrative; 

•  State  of  the  art  production  and  processing  techniques; 

•  Production  and  transportation  costs; 

•  State  or  local  regulatory  and  tax  policies  that  hinder 
growth. 

We  recommend  that  local  economic  development  efforts  be 
expanded  and  organized  on  an  area-wide  basis,  similar  to  the 
"countries"  used  by  the  tourist  industry  and  the  Ambassadors. 

We  believe  that  local  chambers  of  commerce,  city  and  county  governments, 
and  local  labor  leaders  should  provide  leadership  in  creating  area-wide 
development  efforts.  These  efforts  should  be  built  around  the  local 
development  agencies  that  already  exist.    Montana  is  too  large  a  state 
with  too  many  communities  and  too  few  people  to  support  a  fragmented 
effort  where  each  community  goes  its  own  way.  Cooperative  efforts 
would  be  much  more  effective  than  fragmented,  underfunded  local  efforts. 
We  would  support  matching  state  funds  for  these  agencies  and  our  local 
Ambassadors  in  each  country  will  help  launch  these  area-wide  efforts. 
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specific  units  of  the  university  system,  community  colleges  and 
vocational  education  centers  should  be  associated  with  the  establishment 
of  each  area-wide  program.  Each  program  should  identify  specific 
projects  that  will  be  pursued,  and  each  should  establish  locally  based  seed 
capital  funds  managed  by  local  businessmen  so  that  they  can  invest  in 
local  entrepreneurial  enterprises. 

The  Ambassadors  endorse  the  establishment  of  centers  of 
excellence  within  the  university  system.  We  believe  the  legislature 
should  consider  utilizing  coal  tax  trust  funds  to  finance  the  equipment  and 
physical  needs  of  these  centers.  The  centers  of  excellence  should  be  joint 
ventures  of  the  business  and  university  communities.  Each  center  should 
be  under  the  supervision  of  an  advisory  committee  that  contains 
substantial  representation  of  the  the  business  community. 

Initiative  95,  adopted  by  a  majority  of  voters  in  1982,  specified  that  a 
portion  of  the  interest  on  the  Coal  Tax  Trust  Fund  should  be  allocated  by 
the  legislature  for  economic  development.  Subsequent  legislatures  have 
ignored  this  mandate  because  of  pressure  on  the  state  general  fund  that 
now  receives  the  interest  on  the  Coal  Tax  Trust  Fund.  We  believe  that 
adoption  of  a  sales  tax  as  recommended  in  this  report  will  relieve 
pressure  on  the  general  fund  and  that,  therefore,  a  portion  of  the  interest 
on  the  Coal  Tax  Trust  Fund  can  be  appropriated  to  fund  the  state,  local  and 
university  economic  development  program  supported  by  the  Ambassadors. 
Eighty-four  percent  of  the  Ambassadors  support  the  use  of  coal  tax  trust 
funds  for  economic  development.  The  use  of  a  portion  of  the  interest  from 
the  trust  is  a  modest  step  in  that  direction. 

The  Ambassadors  will  review  and  evaluate  other  proposals 
presented  to  the  legislature  to  use  coal  tax  trust  funds  for 
economic  development  or  public  works  and  infrastructure.  We 

believe  these  funds  should  be  used  only  for  capital  construction  that  will 
have  a  long-term  impact  on  economic  development.  Planning  and  financing 
the  construction  of  a  comprehensive  telecommunications  system  that  will 
sen/e  both  the  public  and  private  sectors  is  one  program  that  should  be 
considered.  Such  a  system  should  be  viewed  as  a  bricks  and  mortar 
program.  Telecommunications  will  be  as  important  to  Montana's  economy 
as  the  highway  system  and  it  should  receive  the  same  priority.  Modern 
telecommunk^ations  offer  a  significant  opportunity  to  reduce  the  costs  of 
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delivering  both  K-12  and  higher  education  services  throughout  the  state. 


The  financing  of  major  investments  in  tourism  and  natural 
resource  development  infrastructure  with  coal  tax  trust  funds 
should  also  be  considered.  Any  major  private  project  should  require  at 
least  50%  private  sector  financing  and  be  managed  by  the  private  sector. 
Montana  is  currently  attracting  some  four  million  visitors  each  year  and 
annual  visitation  is  growing  steadily  in  the  wake  of  the  legislature's 
adoption  of  a  4%  bed  tax  in  1987.  Annual  revenue  from  the  travel  and 
tourism  industry  has  reached  $1  billion,  with  60%  of  that  amount  coming 
from  nonresidents.  With  intense  competition  for  tourist  dollars  from 
nearly  all  the  states,  Montana  should  begin  now  to  build  on  its  strengths 
and  develop  an  infrastructure  that  will  attract  not  just  new  visitors  but 
repeat  visitors.  A  strong  state  parks  system,  clean  and  accessible 
highway  rest  stops,  a  network  of  visitor  information  services,  scenic 
routes  and  an  attractive  highway  signing  program  can  all  work  together 
not  only  to  keep  visitors  in  the  state  longer  but  to  keep  them  coming  back. 
Once  is  not  enough. 

Financing  could  come  from  a  variety  of  sources,  including  the  Coal  Tax 
Trust  Fund,  Resource  Indemnity  Trust  Fund,  user  fees  and  matching  dollars 
from  both  the  federal  government  and  private  industry.  It  is  time  for 
Montana  to  look  beyond  marketing  and  insure  that  we  will  continue  to  have 
a  state  worth  marketing  in  the  years  to  come.    The  Ambassadors  are  firm 
in  their  support  of  the  4%  bed  tax  to  assure  continued  strong  marketing  of 
Montana  as  a  tourism  destination. 


Some  Ambassadors  have  expressed  the  opinion  that  the  regulatory 
functions  of  the  Department  of  Commerce  should  be  shifted  to  another 
department  of  state  government  such  as  Administration  so  that  the 
Commerce  Director  can  concentrate  his  or  her  time  and  efforts  on 
economic  development  priorities  and  not  be  diverted  by  other  activities 
currently  housed  in  the  Department  of  Commerce.  While  we  are  not  making 
a  specific  recommendation,  we  encourage  the  new  administration  and 
legislature  to  consider  this  issue. 
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AVAILABILITY  OF  DEVELOPMENT  CAPITAL 

The  Ambassadors'  Report  Card  identifies  capital  formation  and  availability 
as  a  major  concem  among  Montana  businesses.  The  "availability  of 
debt-operating  capital"  was  graded  "C"  and  "availability  of  venture  capital" 
was  graded  "D".  ,r 

There  are  no  published  statistics  on  the  level  of  capital  investment  in 
Montana  basic  sector  or  derivative  industries.  The  only  information  that 
exists  is  anecdotal,  based  on  the  experiences  of  Montana  entrepreneurs  and 
corporations,  and  it  is  consistent  with  the  low  grades  given  by  the  survey 
of  Ambassadors. 

The  level  of  investment  needed  in  Montana  is  directly  related  to  the 
number  of  jobs  to  be  created.  Currently  there  are  approximately  120,000 
basic  sector  jobs  in  Montana  and  260,000  derivative  jobs,  or  a  total  of 
400,000  jobs,  with  30,000  unemployed.  Basic  sector  jobs  are 
approximately  30%  of  all  jobs  and  derivative  jobs  70%.  If  our  economic 
development  goal  is  full  employment  of  the  current  workforce,  we  need  to 
create  approximately  9,000  basic  sector  jobs  and  21 ,000  derivative  jobs. 
If  our  goal  is  to  support  a  growing  population,  then  we  need  to  create  and 
finance  more  than  9,000  basic  sector  jobs. 

National  studies  indicate  that  a  capital  investment  of  approximately 
$100,000  is  required  to  create  one  basic  sector  job.  At  that  rate,  a  total 
of  $900  million  would  be  required  to  create  9,000  basic  sector  jobs. 
Another  $630  million  would  be  required  to  create  21 ,000  derivative  jobs 
at  an  average  investment  of  $30,000  per  job.  Total  investment  required 
would  be  $1.53  billion. 

If  we  are  successful  in  developing  sound  investment  opportunities, 
virtually  all  of  the  required  capital  will  come  from  private  sector 
commercial  banks,  individual  investors,  venture  capital  firms,  private  or 
public  stock  offerings,  institutional  investors,  corporate  joint  ventures  or 
foreign  investors. 

Since  capital  markets  are  international,  Montanans  need  to  develop 
projects  that  will  generate  the  level  of  return  available  in  international 
capital  markets.  We  must  also  demonstrate  marketing,  management  and 
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technological  skills  that  can  compete  successfully  in  international 
markets. 

Even  if  Montana  projects  seeking  seed  or  venture  capital  funding  meet 
these  conditions,  they  may  remain  unfunded  because  of  our  distance  from 
investors.  National  and  international  venture  capitalists  like  to  be  near 
their  projects  to  actively  monitor  the  management  of  their  investment. 
The  perception  of  Montana  as  a  remote,  isolated  region  and  the  lack  of 
nationally  recognized  entrepreneurial  firms  in  Montana  are  serious 
obstacles.    The  small  labor  forces  of  most  Montana  entrepreneurial 
ventures  are  also  a  fundamental  problem. 

Montana  currently  has  a  successful  program  of  working  with  banks  to 
provide  long-term  debt  financing  to  basic  sector  businesses.  The  program 
was  created  with  bipartisan  support  in  1983  as  part  of  the  Build  Montana 
Program.  Financing  has  been  provided  to  small,  medium  and  large 
businesses.  The  smallest  firm  had  one  employee  and  the  smallest  loan 
was  $28,000.  The  largest  was  the  $8  million  loan  to  Montana  Resources 
Inc.  to  reopen  the  Butte  mines,  which  has  already  been  repaid.  Another 
large  loan  guarantee  of  $8  million  was  used  in  arranging  financing  for  the 
purchase  of  the  Columbia  Falls  aluminum  plant  from  the  Atlantic  Richfield 
Corporation.  The  program  would  be  even  more  effective  if  restrictions  on 
working  capital  financing  were  lifted. 

The  seed  capital,  applied  research,  technology  transfer  and  research 
capability  programs  of  the  Montana  Alliance  for  Science  and  Technology 
were  created  with  bipartisan  support  by  the  1985  and  1987  legislatures 
as  part  of  the  Build  Montana  program.  These  programs  have  been  stymied 
by  a  recent  Supreme  Court  ruling  that  declared  the  $16  million  seed 
capital  bond  program  unconstitutional.  The  Alliance's  plan  to  invest  $5 
million  a  year  in  Montana  companies  is  currently  on  hold  until  the 
legislature  can  consider  the  impact  of  the  Supreme  Court  ruling. 

The  legislature  has  also  attempted  to  encourage  the  development  of  a 
Montana  venture  capital  industry  by  authorizing  a  50%  tax  credit  for 
investors  in  Certified  Montana  Capital  Companies.  Although  a  number  of 
companies  have  been  formed,  only  a  few  investments  have  been  made  to 
date. 

Because  of  concern  over  the  availability  of  debt  and  venture  capital  in 
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Montana,  the  lack  of  data  about  capital  investment  in  Montana  basic 
industries  and  the  implications  of  the  Supreme  Court  decision  on  the  seed 
capital  bond  program,  the  Ambassadors  recommend  that  a  10-part  program 
on  development  capital  be  initiated.  The  program  should  be  a  joint  effort 
of  the  Ambassadors,  the  State  Board  of  Investments  and  the  Alliance  for 
Science  and  Technology.  It  should: 


Publish  an  annual  report  on  the  annual  level  and  source  of 

capital  investments  in  Montana  basic  and  derivative 

industries. 

Identify  the  current  and  potential  roles  of  private  sector 

commercial  banks,  individual  investors,  venture  capital 

fimns,  private  or  public  stock  offerings,  institutional 

investors,  corporate  joint  ventures  and  foreign 

investors. 

Identify  specific  investment  opportunities  in  each  basic 

sector,  such  as  tourism  facilities,  mining,  forestry 

products,  etc.  This  inventory  of  investment 

opportunities  should  be  coordinated  with  the  work  of 

the  basic  sector  task  forces  recommended  earlier  in  this 

report. 

Evaluate  the  current  development  capital  programs  of 

the  Board  of  Investments  and  the  Alliance  for  Science  and 

Technology  and  similiar  programs  in  other  states. 

Evaluate  the  impact  of  the  recent  Supreme  Court 

decision  that  declared  the  seed  capital  bond  program  of  the 

Alliance  for  Science  and  Technology  unconstitutional. 

Evaluate  alternatives  for  using  the  Coal  Tax  Trust  Fund  to 

leverage  private  investments. 

Evalutate  community-based  seed  capital  funds  in 

Montana  communities  and  other  states. 

Evaluate  the  use  of  coal  severance  tax  credits  as  an 

incentive  to  the  coal  industry  to  create  a  privately 

financed  and  managed  venture  capital  fund. 

Develop  and  implement  recommendations  to  improve  the 

access  of  Montana  firms  to  development  capital. 

Evaluate  the  advantages  and  disadvantages  of 

consolidating  the  management  of  state  developmment 

finance  programs  under  one  board. 
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The  Ambassadors  support  immediate  refunding  of  the  seed  capital 
programs  of  the  Alliance  for  Science  and  Technology.  We  feel  the 
programs  of  the  Alliance  are  crucial  and  need  to  be  refunded  at  an  annual 
level  of  at  least  $5  million  from  the  Coal  Tax  Trust  Fund  or  the  In-State 
Investment  Fund.   We  recommend  that  at  least  half  the  funds  be  invested 
in  private  venture  capital  companies  that  match  the  state  investment. 
These  funds  should  be  managed  by  investors  who  have  their  own  money  at 
risk.  These  recommendations  are  in  keeping  with  survey  results  indicating 
that  84%  of  the  Ambassadors  support  using  a  portion  of  the  Coal  Tax  Trust 
Fund  for  economic  development. 
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WORKERS'  COMPENSATION  AND 
TORT  LIABILITY  REFORM 

Two  issues  that  dominated  the  1 987  Legislature  will  be  prominent  again 
in  the  1989  session:  workers' compensation  and  tort  liabilty.    While 
progress  was  made  on  both  issues  in  1987,  significant  problems  remain. 
Both  issues  create  substantial  costs  for  Montana  businesses  and  create  a 
competitive  disadvantage  with  other  states.  Both  issues  were  given 
high-priority  ratings  by  the  Ambassadors:  workers'  compensation  rates 
(73%);  workers'  compensation  deficit  (64%);  tort  liability  reform  (56%). 

Workers' Compensation  >- 

During  the  1 987  Legislature,  43  workers'  compensation  bills  were 
introduced;  23  passed,  with  Senate  Bill  31 5  being  the  most  significant. 
This  flood  of  bills  was  enacted  in  reaction  to  recent  court  decisions  that 
had  significantly  broadened  the  benefits  available  under  the  ambiguous 
workers'  compensation  law. 

In  1976  settlement  payments  totaled  $4.4  million  for  1 ,022  cases, 
averaging  $4,332  per  case.  By  1985,  the  number  of  settlements  had 
increased  to  1 ,842  --  representing  a  $33.6  million  payout,  averaging 
$18,176  per  case.  In  1979,  the  State  Compensation  Insurance  Fund  paid 
$4.8  million  in  wage  compensation  benefits  to  temporarily  disabled 
workers.  By  1 986,  the  fund  paid  $21 .7  million,  an  increase  of  352%.  This 
dramatic  increase  in  payments  occurred  during  a  period  when  the  actual 
number  of  accidents  per  100  fulltime  employees  declined. 

Even  though  the  state  fund  increased  employer  premiums  for  the  years 
1981  through  1985  by  57%,  it  had  an  unfunded  deficit  of  $81  million  by 
1986.  Today  the  unfunded  deficit  is  $149  million  and  growing. 

Describing  the  reforms  enacted  in  1987  is  beyond  the  scope  of  this  report. 
In  general  the  reforms  established  legislative  definition  of  terms,  changed 
the  manner  in  which  benefits  would  be  paid  and  enacted  certain  procedural 
changes.  The  reform  package  was  projected  to  reduce  benefit  costs  by 
21%  to  24%. 
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It  must  be  understood,  however,  that  the  reform  package  will  not  have  an 
immediate  impact.  The  courts  are  currently  deliberating  cases  from 
previous  years,  and  the  new  laws  only  affect  cases  after  July  1 , 1 987.  To 
assist  in  removing  the  unfunded  liability,  a  payroll  tax  of  three-tenths  of 
one  percent  (.03%)  was  levied  on  all  employers  subject  to  workers' 
compensation  for  a  four-year  period.  The  payroll  tax  will  raise  $48 
million  during  its  four-year  existence. 

Ambassadors'  Recommendations 

While  the  Ambassadors  support  the  progress  made  in  1987,  we  recommend 
that  futher  action  be  taken  by  the  1 989  Legislature  to  reform  the  workers' 
compensation  system.  The  Ambassadors  recommend  the  following  actions: 

Quasi-Private  Management  of  the  State  Fund:  The  Ambassadors 
support  the  adoption  of  a  quasi-private  insurance  fund.  Instead  of  having 
the  state  fund  managed  by  the  Division  of  Workers'  Compensation,  we 
recommend  that  it  be  administered  independently  of  the  division  by  a 
board  of  directors  and  an  executive  officer  responsible  to  the  board.  A 
major  effort  should  be  made  to  reduce  administrative  costs.  The 
Governor's  Workers'  Compensation  Advisory  Council  estimated  that 
administrative  costs  could  be  reduced  by  $200,000  to  $300,000  per  year. 

Separation  of  the  State  Compensation  Insurance  Fund  from  the 
Division  of  Workers'  Compensation:  The  division  is  responsible  for 
overseeing  all  workers'  compensation  programs:  those  who  are  insured  by 
the  State  Fund,  those  who  are  insured  by  private  companies  and  those  who 
are  self-insured.  In  other  words,  the  state  is  regulating  three  funds  while 
managing  one  of  them.  The  Ambassadors  recommend  that  the  division 
retain  its  regulatory  authority,  but  that  operation  of  the  fund  be 
transferred  to  an  independent  board  as  recommended  above. 

Additionally,  a  number  of  Ambassadors  believe  the  legislature  should 
consider  returning  workers'  compensation  cases  to  an  industrial  accident 
board. 

The  Ambassadors  are  concerned  over  the  immediate  and  long-term  impact 
of  the  $149  million  unfunded  liability.  We  recommend  that  the  unfunded 
deficit  be  separated  from  the  State  Compensation  Insurance  Fund  and  be 
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funded  independently  of  the  rate  structure.  The  options  considered  in  the 
survey  of  Ambassadors  are  summarized  below. 


DEFICIT  IN  THE  WORKERS*  COMPENSATION  PROGRAM 

Selected  Options 

Favor    Oppose  No  Average* 

(Agree)  (Disagree)  Response 
Retire  the  deficit  and  convert 
the  entire  program  to  the 
private  sector  (i.e.,  get  the 
state  out  of  the  workers' 
compensation   "business")  82%         12%  0Ki  1.6 

Establish  a  tax/fee  to  be  paid 

by  employees  57%        37%  6%  2.5 

Use  the  general  fund  to  reduce 

the    deficit  40%         55%  5%  2.8 

Use  coal  tax  trust  funds  to 

reduce  the  deficit  43%         52%  e%  2.8 

Use  coal  tax  trust  funds  to 

retire    the   deficit  31%         63%  6%  3.0 

Use  the  general  fund  to  retire 

the    deficit  26%         68%  6%  3.1 

Increase  the  fee(s)  paid  by 

employers  11%         83%  8%  3.6 

Notes:  Percentages  may  not  add  to  100  because  of  rounding.  Favor  includes  Agree  strongly  and 
Agree  somewtiat;  Oppose  includes  Disagree  strongly  and  Disagree  somewhat. 

*  Weighted  average  based  on  a  four-point  scale,  from  1  (Favor/Agree  strongly)  to  4 
(Oppose/Disagree  strongly).  The  lower  the  average,  the  more  desirable  (more  favored)  the 
option:  conversely,  the  higher  the  average,  the  more  undesirable  (more  opposed). 
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Tort  Liability  Reform 

Establishment  of  liability  limits  remains  a  high  priority  of  the 
Ambassadors.  It  is  the  fifth-highest  issue  on  the  survey  with  56%  of  the 
members  ranking  it  as  "high"  importance  and  41%  as  "moderate." 
Most  observers  agree  that  tort  reform  made  impressive  progress  in  the 

1987  Legislature  after  more  than  a  decade  of  expanding  plaintiffs'  rights 
under  various  court  decisions.  The  adoption  of  Constitutional  Initiative  30 
(CI-30)  in  November  1986  was  intended  to  give  the  the  legislature 
increased  power  to  establish  liability  limits.   A  comprehensive  package  of 
bills  limiting  liability  was  approved  by  the  legislature  under  the 
leadership  of  the  Montana  Liability  Coalition. 

The  constitutionality  of  the  1 987  tort  reform  package  has  been  thrown 
into  question  by  the  Supreme  Court's  voiding  of  CI-30  on  procedural 
grounds.  The  laws  remain  in  effect  until  challenged,  but  most  observers 
doubt  their  constitutionality  because  of  the  Supreme  Court  action.  An 
effort  was  made  to  submit  the  liability  initiative  to  a  vote  a  second  time 
in  the  form  of  Constitutional  Initiative  48  but  it  failed  to  qualify  for  the 

1988  general  election  ballot. 

The  following  legislation  adopted  by  the  1987  Legislature  is  of  special 
concern  to  the  Ambassadors.  The  legislation  addressed  concerns  that  were 
identified  by  the  Economic  Transition  Task  Force  and  the  Governor's 
Council  on  Economic  Development. 

Joint  and  several  liabililty:  (SB  51 )  eliminates  joint  liability  for  any 
party  found  to  be  50%  or  less  negligent;  such  party  is  severally  liable  only 
up  to  his  determined  degree  of  negligence.  Any  party  found  to  be  more  than 
50%  negligent  is  jointly  and  severally  liable. 

Structured  settlement:  (SB  48)  provides  that  in  any  case  in  which 
$100,000  or  more  in  future  damages  is  awarded,  the  judge  may  order  the 
periodic  payment  of  future  damages  (rather  than  a  lump-sum  award)  if  the 
judge  finds  that  such  an  award  is  in  the  best  interests  of  the  claimant. 

Collateral  source  rule:  (HB  567)  requires  jury  awards  in  civil  cases  to 
be  reduced  by  the  amount  of  any  payments  received  by  the  claimant  from 
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collateral  sources  when  the  total  award  against  all  defendants  is  in 
excess  of  $50,000  and  the  plaintiff  is  to  be  fully  compensated  for  his 
damages. 

Bad  faith:  (HB  592)  establishes  a  specific  definition  of  bad  faith. 

Punitive  damages:  (HB442)  provides  that  the  legislature  may  limit 
punitive  damages  because  the  constitution  does  not  guarantee  the  right  to 
punitive  damages.  Punitive  damages  must  be  made  in  a  separate 
proceeding,  with  judge  or  jury  awards  subject  to  review. 

The  Montana  Ambassadors  will  support  the  leadership  of  the  Montana 
Liability  Coalition  in  the  1989  Legislature.  In  July  of  1988,  after  the 
failure  of  CI-48,  the  coalition  outlined  the  following  substantive  goals: 

•  Protecting  existing  tort  legislation; 

•  Promoting  court  review  of  unfavorable  past  decisions; 

•  Raising  awareness  of  the  wrongful  discharge  problem. 

We  expect  the  next  session  to  carefully  consider  the  advantages  and 
disadvantages  of  submitting  a  constitutional  amendment  based  on  CI-30  to 
the  voters  for  ratification.  If  submitted  to  a  vote,  the  Ambassadors  will 
work  for  its  passage. 
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REGULATORY,  ADMINISTRATIVE  AND  LEGAL  CLIMATE 

Some  of  the  lowest  grades  given  by  the  Ambassadors  deal  with  the  legal 
and  regulatory  climate  in  Montana: 

•  Executive  branch  of  state  government  C- 

•  Regulatory  climate  -  -  regulations  D 

•  Regulatory  climate -- administration  D 
of  regulations 

•  Montana  Supreme  Court's  attitude  D 
toward  business 

•  Public  Service  Commission's  attitude  D 
toward  business 

The  uniform  dissatisfaction  with  regulations  by  all  sectors  of  the  Montana 
business  community  suggest  that  Montana  may  have  a  serious  problem 
with  over-regulation.  It  undoubtedly  also  reflects  the  fact  that 
government  regulations,  however  necessary  to  protect  the  public's 
welfare,  are  seldom  popular  with  those  who  are  regulated. 

The  Ambassadors  believe  it  is  the  business  community's  responsibility  to 
identify  specific  laws,  regulations  or  regulators  that  have  had  a  serious 
negative  impact  on  business  development  in  Montana.    It  is  not  enough  to 
simply  complain  about  "over  regulation."  - 

We  recommend  that  the  Governor  request  the  special  cabinet  working 
group  on  economic  development  (recommended  earlier  in  this  report)  to 
conduct  a  public  evaluation  of  laws  and  regulations  that  may  be  inhibiting 
economic  growth  and  entrepreneurial  ventures.  The  Ambassadors  pledge  to 
cooperate  fully  with  such  a  project.  After  these  laws  or  regulations  are 
identified,  their  amendment  or  repeal  can  be  pursued.  Legislative 
remedies  can  be  considered  for  problems  of  judicial  interpretation. 

The  Governor  and  his  cabinet  should  set  the  tone  for  state  employees:  It  is 
their  job  to  enforce  the  law;  at  the  same  time,  it  is  their  responsibility  to 
facilitate  economic  development.  Perhaps  the  simplest  reform  is  a  strong 
emphasis  on  timely  processing  of  business  projects.  We  believe  the 
special  cabinet  working  group  on  economic  development  can  facilitate  and 
monitor  the  progress  of  business  proposals  as  they  move  through 
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regulatory  channels,  and  intervene  if  appropriate. 

The  Ambassadors  recommend  a  joint  study,  by  the  Ambassadors,  the 
Department  of  Commerce  and  the  Public  Service  Commission,  of  the 
impact  of  PSC  decisions  on  economic  development  in  Montana.   We  do  not 
seek  confrontation  but  simply  a  better  understanding  of  the  economic 
impact  of  this  agency. 

The  Ambassadors  also  recommend  a  joint  study,  by  the  Ambassadors,  the 
Montana  Bar  Association,  the  University  of  Montana  School  of  Law  and  the 
Department  of  Commerce,  of  the  impact  of  Supreme  Court  decisions  on 
economic  development.    The  Supreme  Court  or  its  representatives  would 
be  invited  to  participate.  Again,  we  do  not  seek  confrontation;  rather,  we 
seek  to  understand  why  a  majority  of  Ambassadors  feel  the  Supreme 
Court's  attitude  toward  business  is  a  significant  problem. 

With  regard  to  the  impact  of  local  govemment  regulations  on  business 
development,  we  encourage  local  development  agencies  in  cooperation 
with  local  chambers  of  commerce  and  local  government  officials  to 
conduct  the  same  type  of  evaluation  of  local  regulations  that  we  have 
recommended  at  the  state  level. 
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THE  ROLE  OF  THE  PRIVATE  SECTOR 

This  report,  we  hope,  has  been  a  frank  and  realistic  assessment  of  our 
current  business  climate.  That,  in  some  cases,  the  report  is  harsh  or 
critical  is  a  risk  we  must  take.  The  fact  that  the  Ambassadors  wished  to 
speak  out  about  our  state's  economic  problems  was  not  an  impulsive  or 
impromptu  action.  It  was  a  long  time  coming,  starting  in  regional 
meetings  and  culminating  in  a  strong  consensus  at  our  last  annual  meeting. 

The  Ambassadors  are  proud  of  our  accomplishments  over  the  past  four 
years  but  feel  it  is  time  to  move  ahead  with  some  significant  changes. 
While  in  some  cases  we've  been  critical  of  key  institutions,  we  must  also 
accept  considerable  ownership  of  these  problems. 

It  is  time  for  the  Ambassadors  and  other  business  leadership  groups  to 
recommit  to  partnership  to  solve  some  enormous  problems.  We  have 
noticed  one  significant  partnership  that  has  worked  effectively  that  could 
be  a  model  for  others.  It  involves  several  of  our  own  members  in  the 
tourism  industry.  Through  a  partnership  with  state  government  and  the 
legislature,  this  industry  has  made  major  gains  in  a  short  time.  The  4% 
accommodations  tax,  approved  by  the  1987  Legislature,  coupled  with  a 
sophisticated  state  marketing  campaign,  has  become  a  model  of  success 
for  other  business  sectors. 

This  report  acknowledges  another  important  fact.  That  is  that  state 
government  is  not  the  enemy  of  the  private  sector.  On  the  contrary, 
government  is  extremely  important  to  business.  The  viability,  efficiency 
and  effectiveness  of  key  public  institutions  like  education  and  local 
government  are  critical  to  a  good  business  climate.  Financing  these 
institutions  with  an  archaic,  punitive,  unbalanced  tax  system  is  bad  for 
business. 

This  report  is  premised  on  the  fact  that  business  leaders  cannot  continue 
to  be  part  of  the  problem  by  standing  by  and  complaining.  Part  of  the 
solution  is  the  active  involvement  of  the  business  community  in  solving 
state  problems.  The  Montana  Ambassadors  are  committed  to  that  end  and 
look  forward  to  working  with  our  new  governor,  our  new  legislature  and 
other  leaders  across  the  state. 
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